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TRADE INTEGRATION IN THE AMERICAS:
REVISITING THE WASHINGTON
CONSENSUS
Sidney Weintraub

N order to evaluate the role the Washington Consensus played in the
successes and failures of economic policy in Latin America and the
Caribbean (LAC), it is important to understand the background from
which it emerged. Before the Washington Consensus was proposed, LAC
economies had experienced significant ups and downs under import substituting industrialization (ISI) and the subsequent debt crises. This economic expansion and contraction can be seen in figure 1.
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Source: World Bank, World Development Indicators Database 2008.

At its peak, ISI was successful in increasing gross domestic product
(GDP). However, the economic growth generated by ISI led to unequal
income distribution to members of societies, coupled with high levels of
poverty. Furthermore, government policies that emphasized the minimal
role of foreign direct investment (FDI) in economic development led to
the precarious build up of debt. This first came to a head when Mexico,
in August 1982, indicated that it could not service its foreign debt, and
this then spread to many other countries in the Western Hemisphere.
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This marked the beginning of what would come to be known as "the
lost decade". During this period, LAC economies were crippled by economic stagnation. The old model of limiting FDI and relying on domestic
markets for the sale of goods proved to be no longer economically viable.
Economic necessity required a shift in policy toward export promotion
and attracting FDI.
The Washington Consensus was a phrase coined by economist John
Williamson to summarize a list of generally promoted policy prescriptions
that would usher LAC economies into more promising phases of growth
and away from the failed policies that resulted in the last decade. Over
time the name itself became contentious because it suggested the imposition of a neoliberal economic agenda pushed by the United States. These
characterizations were not entirely accurate and the policy prescriptions
themselves have yielded mixed results. The Washington Consensus advocated privatization of many government-owned enterprises; tax reform;
trade liberalization; seeking FDI; deregulation; the institution of competitive exchange rates; greater protection of property rights; fiscal discipline;
and prudent fiscal policy.
As can be seen in Figure 1, LAC economies experienced some success
during the early 1990s as they adopted elements of the Washington Consensus. But, by the latter half of the century, GDP growth rates declined
and confidence in the Washington Consensus waned. Williamson himself
noted that his critics were correct in asserting that the Washington Consensus was a damaged brand name, and he welcomed the use of complementary policies formulated by his critics that sought to achieve more
equitable income distribution.
Sound fiscal policy and anti-inflationary programs were maintained
even as the WC phrase was discarded. LAC economies continued to promote exports and sought to attract FDI. There has been steady growth in
GDP during the past five years stimulated by the high demand for commodities produced in the LAC region, especially for the Chinese market.
Figure 2 illustrates the gains that have been made in the region since
2000.
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Source: World Bank, World Development Indicators Database 2008.

Significant gains have been made in managing fiscal policy and high
inflation no longer threatens most hemispheric countries. But, with the
exception of Chile, whose reserves have facilitated counter-cyclical fiscal
policy; fiscal policy in most countries of the region remains pro-cyclical.
Thus, adverse tendencies have been aggravated rather than eased by government actions. This has become particularly evident in Bolivia, Venezuela, and Argentina. In the case of Argentina, the extent to which
inflation has grown is unclear, as poor accounting understates the
problem.
While social spending has taken on greater priority, this positive development has been somewhat undercut by insufficient tax collection. Improved tax collection would reduce limitations to useful social programs.
Nowhere has the issue of inadequate tax collection been more evident
than in Mexico, where federal tax collection represents only about 11-12
percent of the GDP. The federal budget has been financed through skimming off revenues of the state-owned petroleum company, Pemex. This
has left Pemex without sufficient funds for exploration and development
and to a decline in the country's proven oil reserves and to ever-growing
imports of natural gas.
Many other problems must be addressed. Working conditions have improved in most LAC countries, but much more is needed. Because severance costs are so high for full-time workers, many companies in the LAC
region rely too much on informal and part-time workers. Income inequality remains high.
Now that hemispheric countries are focused on export promotion, an
open U.S. market has become indispensable to many of them. The U.S.
market is especially valuable to its closest neighbors in the region.

LAW AND BUSINESS REVIEW OF THE AMERICAS [Vol. 15

32

Figures 3a and 3b illustrate the volume of imports and exports with respect to the United States and its neighbors in the Western Hemisphere.
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Source: U.S. Census Bureau, Foreign Trade Statistics, Annual Trade Highlights 2007.
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Source: U.S. Census Bureau, Foreign Trade Statistics, Annual Trade Highlights 2007.

Figure 4 is a particularly telling demonstration of the value of the U.S.
market for the export driven economies of the Western Hemisphere.
With 68 percent of exports going to the United States, many neighboring
economies find themselves closely linked to the economic health and import demand of the United States.
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While the Free Trade Area of the Americas is no longer being negotiated, NAFTA provided a model for other trade agreements which have
opened up markets, albeit in a discriminatory fashion. In addition to securing access to markets, FTAs have also been instrumental in bolstering
political relationships. A good example of this would be the political relationship that has prospered between Brazil and Argentina as a result of
MERCOSUR. The growing prevalence of FTAs in the region is demonstrated by the diversity of agreements listed below in figure 5:
FIGURE 5. WESTERN HEMISPHERE FREE
TRADE AGREEMENTS
Multilateral FTAs
Andean Community

Bolivia, Colombia, Ecuador, Peru

CARICOM

Antigua and Barbuda, Bahamas, Barbados, Belize, Dominica,
Grenada, Guyana, Haiti, Jamaica, Montserrat, Saint Kitts and
Nevis, Saint Lucia, Saint Vincent and the Grenadines, Suriname,
Trinidad and Tobago

MERCOSUR

Argentina, Brazil, Paraguay, Uruguay, Venezuela*

NAFTA

Canada, Mexico, United States

CACM

Guatemala, Costa Rica, El Salvador, Honduras, Nicaragua

DR-CAFTA

U.S., Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua,
The Dominican Republic

Free Trade Area of
the Americas*

Western Hemisphere

Canada Central
American Free
Trade Agreement*

Canada, Guatemala, El Salvador, Honduras, Nicaragua
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Bilateral FfAs
Canada
Chile
Costa Rica
Peru

Columbia
El Salvador*
Guatemala*
Honduras*

Chile
El Salvador
Costa Rica
Guatemala*
Honduras*
Nicaragua*
Panama*
Peru*
Colombia*
Mexico
US
*proposed

Costa Rica
Mexico
Panama
CARICOM

Mexico
Bolivia
Columbia
El Salvador
Guatemala
Honduras
Nicaragua
Panama
Peru
Uruguay
Venezuela
MERCOSUR

Panama
El Salvador
Guatemala
Honduras
Nicaragua
uS
Panama
Colombia
Ecuador
Chile
Peru

It is worth considering that while economic growth and democratization have been key accomplishments in recent years, there is still much
that needs to be done to reinforce this progress. Trade agreements may
be abundant, but they often lack substance; informality in the labor market threatens the ability of governments to collect taxes and provide pensions; GDP growth due to high commodity prices may lack long-term
durability because commodity prices fall, as is happening in September
-October 2008; and the region remains a champion in inequality. It is
safe to say that these stand as some of the most significant barriers to the
future prosperity of the region. Facing these and other challenges is the
only way to move the region forward into a new era, taking with it all of
the gains and lessons learned from its experiments with the Washington
Consensus.
One final point, the world is now (October 2008) facing a major financial crisis. This will hurt the LAC countries, but less than it would have
had these countries not improved their financial positions from what existed some ten years ago. The admonitions of the Washington Consensus
on such issues as fiscal policy, inflation, and seeking capital inflows have
been important for easing their current financial problems.

